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The Honorable Board of Supervisors
County of Los Angeles

383 Kenneth Hahn Hall of Administration
500 West Temple Street

Los Angeles, CA 90012

Dear Supervisors:

MEDICAL, DENTAL, LIFE INSURANCE, AND
DISABILITY PLANS FOR 2011
(ALL DISTRICTS) (3 VOTES)

SUBJECT

Recommendation to approve premium rates and benefit changes for the 2011 calendar
year for the medical, dental, life, and disability benefit plans applicable to represented
and non-represented employees.

IT IS RECOMMENDED THAT YOUR BOARD:

1.

Approve proposed premium rates and benefit coverage changes for County-
sponsored plans as follows: (a) medical and dental rates for represented
employees for the period January 1, 2011 through December 31, 2011, as
recommended in this letter and shown in Exhibit I; (b) medical and dental rates
for non-represented employees for the period January 1, 2011 through
December 31, 2011, as recommended in this letter and shown in Exhibit II;
(c) basic life and accidental death and dismemberment (AD&D) insurance rates,
and for represented employees, optional group term life and dependent life
insurance rates, for the period January 1, 2011 through December 31, 2013, as
shown in Exhibit lll; (d) supplemental group variable universal life (GVUL),
dependent term life, and survivor income benefit (SIB) rates for non-represented
employees for the period January 1, 2011 through December 31, 2011, as shown
in Exhibit Il; and (e) rates for Short-Term Disability (STD), Long-Term Disability
(LTD), and LTD Health Insurance plans, as shown in Exhibit IV.

“To Enrich Lives Through Effective And Caring Service”
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2. Instruct the County Counsel to review and approve as to form the appropriate
agreements and/or amendments with:

a. Anthem Blue Cross and Anthem Blue Cross Life and Health Insurance
Company (Blue Cross); Connecticut General Life Insurance Company and
CIGNA Healthcare of California, Inc. (CIGNA); Kaiser Foundation Health
Plan, Inc. (Kaiser); Kaiser Foundation Health Plan of the Mid-Atlantic
States, Inc. (Kaiser Mid-Atlantic); PacifiCare of California,
UnitedHealthcare Insurance Company, and PacifiCare Life & Health
Insurance Company (PacifiCare); Metropolitan Life Insurance Company
(MetLife); and Delta Dental Plan (Delta Dental); or their successors or
affiliates, as necessary, for the period January 1, 2011 through
December 31, 2011;

b. SafeGuard Health Plans, Inc. (SafeGuard); and their successors and
affiliates, as necessary, for the period January 1, 2011 through
December 31, 2012;

c. Life Insurance of North America (LINA) and their successors and affiliates,
as necessary, for the period January 1, 2011 through December 31, 2013;
and instruct the Chair to sign such agreements.

3. Approve proposed premium rates and benefit coverage changes for the health
plans sponsored by the Association for Los Angeles Deputy Sheriffs, Inc.
(ALADS), the California Association of Professional Employees (CAPE), and the
Los Angeles County Fire Fighters Local 1014 (Local 1014), for the period
January 1, 2011 through December 31, 2011, as shown in Exhibit V.

4. Instruct the Auditor-Controller to make all payroll system changes necessary to
implement the changes recommended herein to ensure that all changes in
premium rates are first reflected on pay warrants issued on January 15, 2011.

PURPOSE/JUSTIFICATION OF RECOMMENDED ACTION

Purpose

The County maintains employee health, dental, group life, and other insurance
programs to provide benefits that promote the effectiveness, health, and welfare of its
workforce. The current premium rates and/or agreements for all County and union-
sponsored medical, dental, and life insurance plans will end on December 31, 2010.
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The purpose of the recommendations contained in this letter is to implement negotiated
agreements with carriers to continue existing benefits and to adopt changes, as
recommended, for the 2011 calendar year.

Justification

Overall Premium Negotiation Process and Results

County-Sponsored Plans in General. The recommendations in Exhibits 1, Il, lll, and IV
regarding the County-sponsored plans are the result of negotiations between the health,
dental, and life insurance carriers and the County negotiating team consisting of
representatives of the Chief Executive Office (CEO), Department of Human Resources
(DHR), and the County’s group insurance consultant, Mercer Human Resource
Consulting (Mercer). For County-sponsored plans whose benefits are governed by
Fringe Benefits Memoranda of Understanding (MOU) with Service Employees
International Union (SEIU) Local 721 (Local 721) and the Coalition of County Unions
(CCU), the unions’ benefit consultants also provided input into the insurance carrier
negotiation process.

Mercer's opinion is that the County-sponsored plans carriers’ final negotiated rates are
justified. Mercer's opinion and the supporting due diligence are documented in
Attachments A and B.

In general, County medical and dental plans are rated by carriers based on the cost of
claims, claims trend and administration costs, taking into account the health risk of, and
the utilization of health care by County employees and their covered dependents. In
2011, the primary cost drivers of increasing health care costs are contracted facility and
provider capitation increases. Mercer estimates this rate at 11.5% in Southern
California.

The County-sponsored medical plan rates recommended in this letter, averaging 7.0%
for represented employees and 6.6% for non-represented employees, are substantially
less than the Southern California average. Southern California dental trend continues
to be more moderate than medical trend, averaging 4 to 6%, depending on the type of
plan. The County’s Delta Dental Preferred Provider Organization (PPO) dental plan,
which covers the maijority of the County’s employees, is averaging 4.5% for plan year
2011.
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Life insurance and AD&D rates are almost entirely claims experience driven. Due to the
County’s favorable experience and excess reserves being bought down, basic term life
insurance rates will be reduced by 30.2%. AD&D rates will be reduced by 15%. The
supplemental GVUL insurance rates for non-represented employees will be reduced by
2%.

County Approved Union-Sponsored Plans in General. The premium and benefit
recommendations in Exhibit V regarding County approved union-sponsored health
plans were negotiated by the sponsoring unions and evaluated by the CEO and DHR
pursuant to the relevant provisions of the CCU Fringe MOU and County Code. The joint
CEO and DHR recommendations are provided later in this report.

Renewal Policy and Process. In accordance with County policy, the County negotiating
team requires all carriers to justify rates and support proposed contract terms for the
upcoming plan year. The rate renewal process for 2011 (documented in Attachments A
and B) is designed to encourage full involvement and transparency among all County,
Union, and carrier stakeholders. The process involves production of data by carriers as
needed, identification, in-depth analysis, and evaluation of all material underwriting
issues in carrier proposals, and documentation of due diligence and financial results.
All parties fully complied with the process.

Overall Results. Attachment C is a high level summary of carrier negotiation results that
compares the estimated actual total premiums from initial carrier premium quotes for
2011 with the final result after performance guarantee review, challenges to carrier
underwriting, benefit changes, and negotiation. Summary reasons for the negotiated
reductions are given.

Total 2011 premiums to be paid to health, dental, group life, and other insurance plan
carriers are estimated to be $1,062 million, which represents $882 million for County-
sponsored plans and $180 million for Union-sponsored plans. This is an increase of
$68 million or 7% over 2010.

Total savings from initial 2011 carrier proposals are $11.9 million. This amount includes
$11.4 million in negotiated savings from 2011 carrier proposals, and $547,000 from
performance guarantee refunds and rate credits.

Attachment C also shows the percentage increase for each carrier by cafeteria plan as
well as the total increase for County-sponsored health, dental, group life, and other
insurance programs. The increase in medical plan premiums estimated to be paid to
health carriers during 2011 will range from 4.5% to 18.9% for an average of 7.0%, which
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is lower than the expected average projected Southern California increase of 11.5%.
The overall increase for dental plans will be 10.6%. For 2011, basic life insurance will
decrease by 30.2% and AD&D insurance rates will decrease by 15.0% for both
represented and non-represented employees. Supplemental GVUL rates will decrease
by 2% for non-represented employees.

2011 Premium Rates Recommended for Adoption:

Recommended Rates. County and union-sponsored health, dental, group life, and
other insurance rates recommended for adoption are shown in Exhibits | through V.
Unless otherwise noted in this letter, the rates support existing benefits enabled by the
applicable MOU or County Code provision. The rates shown in these Exhibits are the
monthly prices that employees will pay from County cafeteria plan contributions after
County subsidies are subtracted from negotiated premium rates paid to carriers. For
this reason, percentage increases in premium rates to be charged to employees as
shown in the Exhibits, in many cases may differ from the negotiated increases in
premium to be paid to carriers as reported in the body of this letter and in Attachment C.

Union Concurrence. On August 12, 2010, the CCU and management representatives
in the Labor-Management Employee Benefits Administration Committee (EBAC) voted
to recommend all premium rates with the exception of Delta Dental, for employees
represented by the CCU. CCU declined to recommend the Delta Dental rates due to
concerns regarding their share of a historical deficit owed to Delta and the recoupment
method agreed upon nearly 20 years ago. The CCU is aware the recoupment has no
impact on their 2011 rates.

Over the years, Delta Dental was rated as one plan for the entire County, even though
benefit design and membership varied by cafeteria plan. Beginning in 2010, the plans
were rated as three separate groups --- SEIU, CCU, and non-represented employees.
Based on the 2010 final accounting, during 2011, we will work to negotiate with Delta
Dental to ensure the most equitable recoupment of the deficit going forward.

On August 18, 2010, Local 721 and management representatives voted in the Labor-
Management Benefit Administration Committee (BAC) to recommend the premium rates
and benefit coverage changes for the County-sponsored plans applicable to employees
represented by Local 721.
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Implementation of Strategic Plan Goals

The recommended actions are consistent with the principles of the Countywide
Strategic Plan by promoting the well-being of County employees and their families by
offering comprehensive employee benefits.

FISCAL IMPACT/FINANCING

Each cafeteria plan, including represented employee plans provided by MOUs with
County unions, provides for a County contribution and, in some cases, an additional
subsidy to help pay the cost of insurance benefits. The current County contributions
and applicable subsidies for employee benefits mentioned in this letter, or changed
contributions, or subsidies recommended herein are included in the 2010-2011 budget.
Employees pay for additional costs above and beyond the County contributions through
payroll deductions.

FACTS AND PROVISIONS/LEGAL REQUIREMENTS

The general facts concerning 2011 premium rate and benefit adjustments for County-
sponsored plans affecting both represented and non-represented employees are stated
in this section. The details of each carriers’ County-sponsored medical, dental, group
life, and other insurance plan proposal, Mercer's evaluation, and Mercer's opinion
concerning their justification and terms of offer are given in Attachments A and B.

In January 2010, new rules governing all health plans were issued for the Mental Health
Parity and Addiction Equity Act of 2008 (MHPAEA). Medical plans not in compliance
made changes to their benefits coverage to meet the requirements of the new rules.
The 2011 renewals reflect the cost of these changes.

Two new Federal healthcare reform legislation acts that affect our health plans for 2011
were signed into law during 2010 — The Patient Protection and Affordable Care Act and
the Health Care and Education Tax Credit Reconciliation Act of 2010. [n June 2010,
regulations were issued that allow the grandfathering of certain existing medical plans.
All County-sponsored and union-sponsored medical plans meet the conditions and,
therefore, are not required to meet many of the plan design changes mandated under
the legislation.




Honorable Board of Supervisors
August 31, 2010
Page 7

The Patient Protection and Affordable Care Act also requires that all health plans,
grandfathered or not, make the following changes by January 1, 2011:

1. Health plans must remove annual or lifetime dollar limits for essential benefits.
2. Provide coverage for dependents to age 26 if no other employer coverage is
available.
3. Contain no pre-existing condition limitations for children up to age 19.
2011 health care renewals include these changes plus the resulting costs incurred.

Medical Plan Rates Affecting Represented Employees

CIGNA Rates for 2011:

CIGNA provides two different plans to employees represented by the CCU: a Health
Maintenance Organization (HMO) and a Point of Service plan (POS). The 2011
negotiated contract rates for the CIGNA plans will increase 18.9%. These rates include
a credit for missed performance guarantees. In 2007 and 2008, excessive reserves in
the CIGNA Premium Stabilization Reserve (PSR) were applied to the premium which
artificially deflated the premium rates. The premium subsidy applied to the 2009
renewal reduced the PSR to a more appropriate level, so there was no premium offset
from the PSR in 2010. CIGNA expects to deplete the PSR by the end of 2010;
therefore, again there is no premium offset from the PSR for 2011. Mercer’'s opinion
certifying CIGNA’s 2011 rates as justified is included in Attachment A.

Kaiser Rates for 2011:

Kaiser's 2011 rates will increase by 5.0% for the CCU plan and 4.5% for the Local 721
plan. Mercer's opinion certifying Kaiser's 2011 rates as justified is included in
Attachment A.

PacifiCare Rates for 2011:

PacifiCare provides two fully insured plans to employees represented by Local 721 a
PacifiCare HMO and a UnitedHealthcare (UHC) PPO plan. As requested by the County
and SEIU Local 721, UHC had expected to offer the County a lower cost alternative to
the current Choice Plus PPO plan for 2011. However, because the new plan has not
been approved by the California Department of Insurance, UHC will honor its
commitment to offer a lower cost alternative by continuing to provide the Choice Plus
PPO plan at a 20% rate reduction for 2011. The 2011 negotiated contract premium
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rates for the HMO plan will increase 8.9%. Mercer’'s opinion certifying PacifiCare’'s 2011

rates as justified is included in Attachment A.

Union-Sponsored Plan Benefit Changes and Rates for 2011:

Premiums for County approved union-sponsored plans will also increase for 2011. The
estimated increase in premiums paid to carriers in 2011 on behalf of the union-
sponsored plans is approximately $18.7 million or 11.6% over 2010. Proposed 2011
premium increases to be paid to carriers and benefit changes for the ALADS, CAPE,

and Los Angeles County Local 1014 Fire Fighters Plans are summarized below:

Summary of Union-Sponsored Plan Changes for 2011

Average Increase in , , e
Union Rates to be Paid to \ g o
Sponsor Carrier on Behalf of Requ ested .B‘eneflt‘(’:hiapges
Plan Sponsor L R Gl
ALADS 7.5% ¢ No benefit changes other than those required by law.
CAPE 15.8% ¢ Hospitalization daily maximum for the Classic plan
Out-Of-Network reduced to $360 per day.
¢ Changes to comply with healthcare reform
legislation:
o Lifetime Maximum Benefit changed to unlimited in
the PPO and Out-Of-Network.
o Preventive care health exams and immunizations
changed to 100% covered in the PPO and Out-Of-
Network.
o Hospice Care - Changed Out-Of-Network tiers to
100% coverage when provided by authorized
hospice agencies.
Local 1014 16.4% e Changes to comply with MHPAEA
o Change current Mental Health Care outpatient to
90% after deductible for In-Network care and 70%
after deductible for Out-Of-Network care.
o Change current Mental Health Care inpatient to
90% after deductible for In-Network care and 70%
after deductible for Out-Of-Network care.
¢ Changes to comply with healthcare reform
legislation:
o Change Lifetime Maximum Benefit from $4,000,000
to Unlimited.
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The subsidized rates to be paid by employees enrolled in union-sponsored plans are
summarized in Exhibit V. The complete list of carrier benefit changes, upon which the
2011 rates are based, is documented in the Union request letters attached to Exhibit V.
We have reviewed the changes for all three plans and support them.

Dental Plan Changes Affecting Represented Employees

The recommended employee contribution rates for County-sponsored represented
employee dental plans are summarized in Exhibit I. The employee contribution rates
shown for the Delta Dental PPO plan are Delta’s proposed rates for 2011, less current
County subsidies included in the 2009-2011 fringe benefit agreements with Local 721
and the CCU. Since subsidies can affect year-to-year differences, the percentage rate
differences shown in Exhibit | differ from those described in this section. The rates for
prepaid dental plans (DeltaCare and SafeGuard) are the rates negotiated with the
carriers. As indicated in Attachment A, Mercer has certified the proposed rates
summarized below as justified.

The Delta Dental PPO plan contract rates will increase by 9.6% for Local 721 and 2.9%
for the CCU for 2011. The prepaid dental plan DeltaCare USA’s rates will increase by
3.2% for both Local 721 and the CCU.

SafeGuard’s contract rates will increase by 11.8% for both Local 721 and the CCU and
are guaranteed through 2012. The actual rates for 2011 will differ slightly as they
include a credit for 2009 performance guarantee penalties.

Life Insurance and Disability Programs for Represented Employees

Life insurance rates are driven primarily by past loss experience. Due to the County’s
favorable experience and an 18% rate reduction from a surplus amount in the PSR,
basic term life insurance rates will be reduced by 30.2%. AD&D rates will be reduced
by 15%. Optional term life and dependent life rates will remain the same as 2010.
Rates are guaranteed through 2013.

Medical Plan Changes Affecting Non-represented Employees

Non-represented employees who participate in the MegaFlex and Flexible Benefit plans
have a choice between Kaiser and four Blue Cross health plans, which include an HMO,
POS, PPO, and a Catastrophic Plan. For 2011, the negotiated contract rates for Kaiser
will increase 5.5%, while the average increase in contract rates for the Blue Cross HMO
and Blue Cross indemnity plans (POS, PPO, and Catastrophic) will be 7.4%.
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The 2011 negotiated contract rates for the Kaiser Mid-Atlantic plan, available to the few
CEO employees working in the Washington, DC area, is community rated and will
increase 6% for 2011. There are currently no employees enrolled in this plan.

Mercer has reviewed the proposed increases and recommends that the County accept
the final 2011 renewals offered by Blue Cross and Kaiser. See attachment B for their
review and opinion.

We recommend that the Board continue the historical County practice of funding any
difference between the negotiated contract cost of these plans, and the contribution
paid by the employees. The recommended employee contribution rates for non-
represented employees are summarized in Exhibit 1.

Dental Plan Changes Affecting Non-represented Employees

The recommended employee contribution rates for  County-sponsored
non-represented employee dental plans are summarized in Exhibit ll. The Delta Dental
PPO rates have been reduced by the 2010 County subsidies previously approved by
‘your Board. As indicated in Attachment B, Mercer has certified as justified the proposed
rates summarized below.

For 2011, the Delta Dental PPO plan contract rates for non-represented employees will
increase by 5.2%. The prepaid dental plan DeltaCare USA’s 2011 rates will increase by
3.2%, the same as for represented employees.

SafeGuard’s contract rates will increase by 11.8% and are guaranteed through 2012,
the same as for represented employees. The actual rates for 2011 will differ slightly as
they include a credit for 2009 performance guarantee penalties.

Life Insurance and Disability Programs for Non-represented Employees

MetLife’'s supplemental GVUL insurance rates will be reduced by 2% and rates for
Dependent Life and Survivor Income Benefit (SIB) will remain the same as 2010. Rates
are guaranteed through December 31, 2011. This represents a one year extension to
the current contract and we plan to search the marketplace in early 2011 for a longer
term contract beginning in 2012.

AD&D rates will be reduced by 15%. Rates are guaranteed through 2013.



Honorable Board of Supervisors
August 31, 2010
Page 11

There will be no changes in the cost of the Long-Term Disability (LTD) and
Short-Term Disability (STD) rates for 2011.

IMPACT ON CURRENT SERVICES (OR PROJECTS)

None.

Respectfully submitted,

WILLIAM T FUJIOKA
Chief Executive Officer

WTF:BC:JA
MTK:WHD:mst

Attachments (11)

c: Auditor-Controlier
County Counsel
Executive Office, Board of Supervisors
Department of Human Resources
SEIU Local 721
Coalition of County Unions
Mercer

NABOARD LETTERS AND ORDINANCES\2010\WWord Chron\2011 Medical Dental Life Insurance & Disability Plans Board Ltr.doc
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COUNTY-SPONSORED
MEDICAL AND DENTAL INSURANCE PLANS
FOR REPRESENTED EMPLOYEES
CURRENT 2010 RATES AND PROPOSED 2011 RATES
Coverage Current Proposed Percentage
Plan Option Category® 2010 Rates® 2011 Rates®  Change
CIGNA Network HMO 1 $ 408.30 $ 485.55 18.9%
Choices 2 $ 81252 $ 967.28 19.0%
3 $ 93568 $ 1,113.74 19.0%
Network POS 1 $ 73263 § 871.24 18.9%
2 $ 1,301.17 $ 1,548.38 19.0%
3 $ 1,36498 $ 1,624.26 19.0%
KAISER 1 $ 490.71 % 515.01 5.0%
Choices 2 $ 97598 $ 1,024.59 5.0%
3 $ 1,133.01 $ 1,189.39 5.0%
KAISER 1 $ 466.86 $ 488.04 4.5%
Options 2 $ 936.72 $ 979.08 4.5%
3 $ 1,086.04 $ 1,13517 4.5%
PACIFICARE HMO 1 $ 418.17 $ 455.87 9.0%
Options 2 $ 847.83 $ 923.98 9.0%
3 $ 981.57 $ 1,069.80 9.0%
PPO 1 $ 1,180.83 $ 943.46 -20.1%
2 $ 238777 § 1,908.41 -20.1%
3 $ 2,766.09 $ 2,210.66 -20.1%

# 1 = Employee only
2 = Employee + 1 Dependent
3 = Employee + 2 or more Dependents
® Rates reflect current negotiated County subsidies

CIGNA, Kaiser, and PacifiCare rates include mandatory Federal healthcare reform & Mental Health Parity costs.



EXHIBIT |

Page 2 of 2
COUNTY-SPONSORED
MEDICAL AND DENTAL INSURANCE PLANS
FOR REPRESENTED EMPLOYEES
CURRENT 2010 RATES AND PROPOSED 2011 RATES
Coverage Current Proposed Percentage

Plan Option Category® 2010 Rates® 2011 Rates®  Change
DELTA DENTAL® 1 $ 2541 $ 2827  11.3%
Choices 2 $ 4259 $ 47 48 11.5%

3 $ 63.96 $ 71.47 11.7%
DELTA DENTAL® 1 $ 3053 § 47.88 21.1%
Options 2 $ 66.20 $ 80.40 21.5%

3 $ 99.79 § 121.50 21.8%
DELTACARE USA® 1 $ 1451 § 14.97 3.2%
Choices & Options 2 $ 2393 § 24.69 3.2%

3 $ 3540 $ 36.52 3.2%
SAFEGUARD® 1 $ 10.18 § 1142 12.2%
Choices & Options 2 $ 1969 $ 22.06 12.0%

3 $ 2569 $ 28.77 12.0%

# 1 = Employee only
2 = Employee + 1 Dependent
3 = Employee + 2 or more Dependents
® Rates reflect current negotiated County subsidy.
Delta 2011 rates are guaranteed through 12/31/2011.
° DeltaCare 2011 rates are guaranteed through 12/31/11.
9 SafeGuard 2011 Rates are guaranteed through 12/31/2012.
SafeGuard 2011 rates reflect a credit adjustment for 2009 performance guarantee penalties.
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COUNTY-SPONSORED
MEDICAL AND DENTAL INSURANCE PLANS
FOR NON-REPRESENTED EMPLOYEES
CURRENT 2010 RATES AND PROPOSED 2011 RATES

Coverage Current ‘Proposed Percentage

Plan Option Category @ 2010 Rates 2011 Rates ° Change |
ANTHEM BLUE CROSS CaliforniaCare HMO 1 $ 255.00 $252.00 -1.2%
2 $ 498.00 $493.00 -1.0%
3 $ 523.00 $517.00 -1.1%
4 $ 592.00 $586.00 -1.0%
PLUS POS 1 $ 385.00 $381.00 -1.0%
2 $ 773.00 $765.00 -1.0%
3 $ 791.00 $783.00 -1.0%
4 $ 882.00 $873.00 -1.0%
Catastrophic 1 $ 197.00 $195.00 -1.0%
2 $ 395.00 $391.00 -1.0%
3 $ 402.00 $398.00 -1.0%
4 $ 464.00 $459.00 -1.1%
Prudent Buyer PPO 1 $ 491.00 $486.00 -1.0%
2 $ 902.00 $893.00 -1.0%
3 $ 937.00 $927.00 -1.1%
4 $ 1,085.00 $1,074.00 -1.0%
KAISER 1 $ 255.00 $252.00 -1.2%
Flex/Megaflex 2 $ 498.00 $493.00 -1.0%
3 $ 523.00 $517.00 -1.1%
4 $ 592.00 $586.00 -1.0%
KAISER - 1 $ 255.00 $252.00 -1.2%
MID-ATLANTIC 2 5 498.00 $493.00 -1.0%
3 $ 523.00 $517.00 -1.1%
4 $ 592.00 $586.00 -1.0%
DELTADENTAL ¢ 1 $ 3212 § 36.65 14.1%
Flex/Megaflex 2 $ 5167 § 60.14 16.4%
3 $ 55.09 % 63.23 14.8%

4 5 8250 $ 94.74 14.8% .
DELTACARE USA ¢ 1 $ 1451 $ 14.97 3.2%
Flex/Megaflex 2 $ 25.07 § 25.86 3.2%
3 $ 2489 § 25.68 3.2%
4 $ 36.13 § 37.27 3.2%
SAFEGUARD ¢ 1 $ 10.18 $ 11.42 12.2%
Flex/Megaflex 2 $ 1911  § 21.41 12.0%
3 $ 2155 § 24.14 12.0%
4 $ 2815 § 31.52 12.0%

# 1 = Employee only
2 = Employee + Child(ren)
3 = Employee + Spouse
4 = Employee + Spouse + Chil(ren)

® Rates, where applicable, are net of County subsidy; except that the premium charged to an employee whose benefits
are subject to COBRA is the carrier quoted rate plus an administrative charge as prescribed by COBRA.
Blue Cross rates include the cost of the 360 degree health programs and the cost of the vision benefit for the HMO, POS, and PPO.
Anthem Blue Cross and Kaiser rates include mandatory Federal healthcare reform & Mental Health Parity costs.

° Delta Dental rates for 2011 reflect County subsidies.
Delta 2011 rates are guaranteed through 12/31/2011.

9 DeltaCare rates are guaranteed through 12/31/2011.

¢ SafeGuard Rates are guaranteed through 12/31/2012.

SafeGuard rates for 2011 reflect a credit adjustment for 2009 performance guarantee penalties.
"The percentage change in Delta Dental premiums are higher than indicated in the letter since the County subsidy

has not been adjusted from 2010 to 2011.
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LIFE, ACCIDENTAL DEATH AND DISMEMBERMENT
AND SURVIVOR INCOME BENEFIT PROGRAMS
CURRENT 2010 RATES AND PROPOSED 2011 RATES

Monthly Cost per
$1,000 of Insurance

COUNTY-PAID BASIC GROUP TERM-LIFE INSURANCE $0.275 $0.192

OPTIONAL GROUP TERM LIFE INSURANCE
FOR REPRESENTED EMPLOYEES

Employee: The monthly premium per $1,000 of insurance is based on the employee's age as
shown in the following table:

Age 2010%° 2011°°

Less than 30 $0.041 $0.041

30-34 $0.070 $0.070

35-39 $0.079 $0.079

40-44 $0.088 $0.088

45-49 $0.131 $0.131

50-54 $0.201 $0.201

55-59 $0.377 $0.377

60-64 $0.578 $0.578

65-69 $0.825 $0.825

70 and over $1.586 $1.586

Dependent Term Life Insurance: 2010° 2011°
Cost per month per $5,000 of coverage, no matter $0.955 $0.955

how many eligible dependents employee may have.
Coverage is offered in increments of $5,000 up to $20,000.
Dependent care coverage premium is charged to the employee.

? Rates are guaranteed through 12/31/2013. Basic Life rate is reduced for 2011.
® The County subsidizes 15% of the monthly premium.
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LIFE, ACCIDENTAL DEATH AND DISMEMBERMENT
AND SURVIVOR INCOME BENEFIT PROGRAMS
CURRENT 2010 RATES AND PROPOSED 2011 RATES

OPTIONAL ACCIDENTAL DEATH & DISMEMBERMENT INSURANCE - Cost per Month

Current 2010 Rates* Proposed 2011 Rates*

Employee & Employee &
Employee Employee Only  Dependents Employee Only Dependents
Coverage Plan G Plan H Plan G Plan H
$ 10,000 $0.20 $0.39 $0.17 $0.33
$ 25,000 $0.50 $0.98 $0.43 $0.83
$ 50,000 $1.00 $1.95 $0.85 $1.65
$100,000 $2.00 $3.90 $1.70 $3.30
$150,000 $3.00 $5.85 $2.55 $4.95
$200,000 $4.00 $7.80 $3.40 $6.60
$250,000 $5.00 $9.75 $4.25 $8.25
$300,000 $6.00 $11.70 $5.10 $9.90
$350,000 $7.00 $13.65 $5.95 $11.55

These figures apply regardless of employee's age. If Plan H is selected, all eligible dependents will be
insured automatically.
The maximum insurance coverage amount for represented participants is $250,000.

* Rates are guaranteed through 12/31/2013. AD&D rates are reduced for 2011.
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LIFE, ACCIDENTAL DEATH AND DISMEMBERMENT
AND SURVIVOR INCOME BENEFIT PROGRAMS
CURRENT 2010 RATES AND PROPOSED 2011 RATES
OPTIONAL GROUP VARIABLE UNIVERSAL LIFE INSURANCE
FOR FLEX/MEGAFLEX PARTICIPANTS '
Employee: The monthly premium per $1,000 of insurance is based on the employee's age as
shown in the following table:
Age 2011 Rate* Age 2011 Rate* Age 2011 Rate*
20-24 $0.044 57 $0.331 77 $2.426
25-29 . $0.055 58 $0.373 78** $2.738
30-34 $0.064 59 $0.417 79 . $3.085
35-39 $0.066 60 $0.468 80** $3.983
40 $0.076 61 $0.527 81** $4.596
41-42 $0.077 62 $0.582 82** $5.014
43 $0.086 63 $0.626 83** $5.467
44 $0.098 64 $0.694 84** $5.956
45 $0.109 65 $0.721 85** $6.498
46 $0.119 66 $0.809 86™* $7.067
47 $0.129 67 $0.861 87 $7.689
48 $0.151 68 $0.959 88** $8.355
49 $0.161 69 $1.066 89** $9.041
50 $0.172 70 $1.173 90** $9.742
51 $0.193 71 $1.297 91** $10.480
52 $0.203 72 $1.440 92** $11.236
53 $0.223 73 $1.581 93+ $12.018
54 $0.246 74 $1.750 - 94 $12.810
55 $0.278 75 $1.929
56 $0.299 76" $2.142

* Rates are guaranteed through 12/31/2011.
Employee cost for Megaflex employees is half of actual premium. The County pays the other 50%.

** For employees age 76-94 who remain in County service, County will subsidize the difference between the employee's
cost of coverage using the premiums for the employee's actual age and cost of coverage using age 75 rate.
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LIFE, ACCIDENTAL DEATH AND DISMEMBERMENT
AND SURVIVOR INCOME BENEFIT PROGRAMS
CURRENT 2010 RATES AND PROPOSED 2011 RATES
Dependent Term Life Insurance for Flex and Megaflex Participants
Cost per month per $5,000 of dependent life coverage, 2011 Rate*

up to $20,000. 1.24*

SURVIVOR INCOME BENEFIT - For Megaflex participants enrolled in Retirement Plan E

Current 2010 Rates* Proposed 2011 Rates*
Employee Age Employee Cost*™* Employee Cost** Employee Cost™ Employee Cost**
(25% Option) (50% Option) (25% Option) (50% Option)
Under 30 0.140% 0.270% 0.140% 0.270%
30to 34 0.173% 0.356% 0.173% 0.356%
35t0 39 0.227% 0.464% 0.227% 0.464%
40 to 44 0.324% 0.637% 0.324% 0.637%
4510 49 0.432% 0.864% 0.432% 0.864%
50 to 54 . 0.572% - 1.145% 0.572% 1.145%
55 to 59 0.821% 1.653% 0.821% 1.653%
60 to 64 1.123% 2.246% 1.123% 2.246%
65 to 69 1.545% 3.089% . 1.545% 3.089%
70 and over 2.743% 5.487% 2.743% 5.487%

* Rates are guaranteed through 12/31/2011.
** Employee Cost for Megafiex is half of the actual premium. The County pays the other 50%.
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SHORT-TERM DISABILITY, LONG-TERM DISABILITY
AND LONG-TERM DISABILITY HEALTH INSURANCE
CURRENT 2010 RATES AND PROPOSED 2011 RATES
MEGAFLEX SHORT-TERM DISABILITY PLAN
Employee Cost as a Percentage of Monthly Salary:
Current 2010 Proposed 2011
Rates Rates
Income Waiting Income Waiting
Replacement Period Cost - Replacement Period Cost
70% 14 Days 0.000% 70% 14 Days 0.000%
100%* 7 Days 0.934% 100%™ 7 Days 0.934%

* Reduced to 80% after 21 days

MEGAFLEX LONG-TERM DISABILITY PLAN

Employee Cost as a Percentage of Monthly Salary:

Current 2010 Rates

Proposed 2011 Rates

Income Plan E +* All Other PlanE + * All Other
Replacement Retirement Plan Plans Retirement Plan Plans

40% 0.000% 0.040% 0.000% 0.040%

60% 0.117% 0.157% 0.117% 0.157%

* Plan E plus 5 more years of continuous service
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SHORT-TERM DISABILITY, LONG-TERM DISABILITY
AND LONG-TERM DISABILITY HEALTH INSURANCE
CURRENT 2010 RATES AND PROPOSED 2011 RATES

LONG-TERM DISABILITY HEALTH INSURANCE - Cost per month

For Flex/MegaFlex Employees

Current 2010 Rate

75 % Premium 100 % Premium
Payment Payment

$0.00 $3.00
For Represented Employees

Current 2010 Rate

75 % Premium 100 % Premium
Payment Payment

$0.00 $3.00

Proposed 2011 Rate

75 % Premium 100 % Premium
Payment Payment

$0.00 $3.00

Proposed 2011 Rate

75 % Premium 100 % Premium
Payment Payment

$0.00 $3.00
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UNION-SPONSORED
MEDICAL AND DENTAL INSURANCE PLANS
CURRENT 2010 RATES AND PROPOSED 2011 RATES
Coverage Current Proposed Percentage
Plan ' Option Category® 2010 Rates® 2011 Rates® Change
ALADS Prudent Buyer Plan 1 $ 646.33 $ 687.63 6.4%
Blue Cross Under Age 50 2 $ 1,26398 $ 1,339.33 6.0%
3 $ 145171 $ 1,540.72 6.1%
Prudent Buyer Plan 1 $ 646.33 $ 687.63 6.4%
Age 50 and Over 2 $ 1,263.98 $ 1,339.33 6.0%
3 $ 1,451.71 $ 1,540.72 6.1%
CaliforniaCare 1 $ 41841 $ 45971 - 9.9%
Basic Plan 2 $ 81369 $ 889.04 9.3%
(All Ages) 3 $ 101194 §$ 1,100.95 8.8%
Prudent Buyer Plan 1 $ 74171 $ 780.50 5.2%
Premier Plan 2 $ 135936 $ 1,432.20 5.4%
Under Age 50 3 $ 154709 $ 1,633.59 5.6%
Prudent Buyer Plan 1 $ 74171 $ 780.50 5.2%
Premier Plan 2 $ 135936 $ 1,432.20 5.4%
Age 50 and Over 3 $ 154709 $ 1,633.59 5.6%
CaliforniaCare 1 $ 513.79 § 552.58 7.5%
Premier Plan 2 $ 909.07 % 981.91 8.0%
(All Ages) 3 $ 110732 § 1,193.82 7.8%
CAPE Classic 1 $ 607.00 $ 703.00 15.8%
Blue Shield 2 $ 1,17656 $ 1,363.56 15.9%
3 $ 140156 $ 1,624.56 15.9%
Lite 1 $ 363.00 $ 421.00 16.0%
2 $ 74956 $ 868.56 15.9%
3 $ 94456 $ 1,094.56 15.9%
PPO 1 $ 604.00 $ 700.00 15.9%
(Out-of-state only) 2 $ 1,16956 $ 1,357.56 16.1%
3 $ 139156 $ 1,616.56 16.2%
FIREFIGHTERS LOCAL 1014 1 $ 501.00 $ 583.00 16.4%
2 $ 95156 % 1,107.56 16.4%
3 $ 1,12956 $ 1,315.56 16.5%

& 1 = Employee only
2 = Employee + 1 Dependent
3 = Employee + 2 or more Dependents
® Rates reflect current negotiated County subsidies
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ENCLOSURES TO EXHIBIT V

1. ALADS Request
2. CAPE Request

3. Los Angeles County Fire Fighters Local 1014 Request



ENCLOSURE 1

ALADS Insurance Trust

QEDU Tapanga Ganyon Blvd. Chaigworih, CA 21311
Tal (318) 678-0040 » (800) 842-6835 + Fax (819} 674-003¢

August €, 2010
WA U.S. MAIL AND E-MAN® mkeeh Qe aenunty. g

Ms. Lisa M. Garrett, Director of Persennel
County of Las Angelss

Halt of Administraion. Room 573

500 West Temple Street

Los Angeles, Califormia 80012

Attention: M5, Marvanne T. Keehn
Beneafits Compensation Policy
Divizgion of the Chief Exccutive Office
County af Los Angeles
500 Vest Temple Street Roam 528
Los Angeies, CA 90012

RE: ALADSIANTHEMN BLUE CR&SS 2041 HEALTHCARE FLAN PREMIUMS
Dear Ms, Keshn:

Followlng are tha monthly premium ratas for the ALADS Anthem Blua Gross Prudent
Buyer and CalifomiaCanre med'cal and dental plans for the 2011 plan year:

Plan Employee Employee +1  Employee + 2
Prudant Euyer Basic 583763 §1.344.77 51,546,186
Frudent Buyer Premier $780.50 1,437 &4 $1,638.03
CaiiforniaCare Basic $459.71 $894.48 $1.106.39
CaliforniaCare Premier $552.538 $987 35 51,155 26

Further, tha ALADS plans do provide *Craditabls Coverags® as defined in ths Act. Thers
will be no kenefit changes for the henafit plan yearlztl'ﬁ ather than as required by lavr

Sinceraly,

e _
e
Bud Trascea

AL ADS Trus: Administrater

A T gt £f (e AFFOTANAN 1GM ' 05 ANGRES JRDIRY SHEUTE &R0 e FI0iessonal 14asos ORoes B0

(Gompubar gens-aied and lagsr privsd intwlze)
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Juls 23, 20413

Maryamne Kecha

Saniar Hupoan Resources Manager

bunpizyes Benilis-Delerrsd troome Doasion
County of Los Angeles

| Jxparmien of Fuanu Risaorass

3333 Wilshire Boulsvard

Los Aosgede, £4 SOOI

R 2011 GENEWAL —~ CAPEBLUE SHIELID MEIMCAL PLANS
Lkrar s, Kechm

Ty ledter it pdvise you of the CAPE Benelit Trust Board ef Trstees” appaovil of the zencwal of Blue
Saield’s coamnes Toe e vear 2011 fur e CAPERe Shicid Paint of Service Classic, Lite and the oo-
pitatar PPO CORRA melical plans,  Attached please find the boreft stractutes ard rags v all thiee
JHins,

fr ceder o eoanply with the hoalth eore referns regulations, the followarg healeh benefits inall three plang
have been adjuated for phar year 2031 The rovied benelies on the attached summaries refiect these
niandseed oranges &5 loliows:

& Lifezime Maximuym Benzfil ot the PTG sod OuofNetwork tiers biss Teen chiangec 1o andimiisd,

» Tievenrive Care - Trennizations and Pericdic Health Exoms i the PPO and Dut-uf-MNelwors
tiers have begn changed t 200% coversd. not subject o deduciibles or copuys.

~  Hospice Care — Out-ni-Network tiens have neen changed t5 100% coverad when provided by

etheruoged Prgpai sggneics,

I addtion, the Fosgpitalization daily maxinn for e Classic plar out-ol-nework has been adjested 1
L0 e perilect e saow masimanrs wg the Lite plan. Also. qualifGed duperdents will be covered ap ta age
X6 as rsandated by the heath core reform realations,

We would apprestate your foowarding e 2011 CaPEBlue Shicld medical plans™ information 12 the
Baurd of Stpervisars for thea temely approval.

Sinesrely,
CALIFORMIA ASSOUIATION OF
PROFESSIONAL EMPLOYEES BENEFIT TRUST

foha W Fulon
Carman
CAPE Beorefit Trust Raard of Trustees

Altachmens oo 1213} dB4-0200 7 Fr
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Favs Aveies Covnry Fire FioHTERs

O HEATTH ANIOWELFARE PLAXN

3480 FLETCHER AVENUE » ELRDNTE, CALIFQRMIA 81731
1D G39-1514 (B0 B50: TN fafine Sadfepnia)

=1

~

T~
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RLTREL 13

¥

1

W Massanne Koehm

Serior Human Resources aniger

Emsloyee Benefits! Deferid Tacoeie Division
County of Loz Atgeles

Depariment af Hamsm Resources

2333 Wilshire Boulevund

Los Angeles, Califorms 99010

RF:  Plan Year 2001 Emplovee Insurance [nformation
Los sngeles Comnly Fire Fighrers Local 1314 Health and Welfare Plan

Lear Ma: Fechn

ENCLOSURE 3

[n tespanse lo vouar letler of Jure L7, 2010, Tam providing employves benefit and
prenttum changes tha: bave been approved the Board of Toustess for Plan Yaay 2011
The Trustess wisds 10 have these changes included in your letter 1o Ihe Board of

Supervisors,

The Plan changes for 2001 wre mumumal s ave esquived by fedesal brwimider the Mental
Health Parity Ac: and the Patiznt Potection and Affordabe Cure Act.

The Folkvaing ars the benefl: changes for 2081

e Charge Litoune Maximum Buralit oo $4,000,600 w (idioowsd.
s Charge current Mental Health Core outpatient to 90% ster deductible for in-
aetwnt cave snd T0% after deductiNe for oul-of-netwark care
¢ Churge current Mental Health Care inpatient so 90% aller deductible for in-
Tetwork care and T0% after deduetible for out-of-nctwerk care.

lr consultation wiibs Merser, the Plan's consthant, the Boasd o Trustees approved a
10.23%: 2rencium inerense for 2001, Qu: pnilsly rales fus 2001, joundiad te e
nearast Collar are as fellows:

A Tann ek

Member Only §  SE3O0
wMember = 1 Erependen: S L3I
Farndly 31,3214

why, AELACN
3 e Lol Caneds Frdees

i Frofiaianad §
rar cn Lerbar, A FLAL0CH

revizhees 52 Jpes oo sl Cataip of Lo dageles

wfigirrens, A 2060




ENCLOSURE 3

{2)
Needless te gay, should you have any questioas, plesse contact me by E-mail er call
s 24 {8007 650-1114,
Congraty lations o yowr promodon! Best wishes for saceess I yaur nes position. |
ary sure s the Patiseg Proteetinn asd Affordebie Health Care Aet ns veel] sz pension

legislation will make wour job s a policy person extremely intepesting.

Sinpzrely,

Alfred F, Cain, CERS
Adnimsrative Manager

O Dave Gillots




Adtachment A

Maicl K. Burns

MERCER e

777 South Figuerca Streat, Sulba 1900

MARKH MWEFRCEA KROIL L86 Angales, & SOB17
GIN CADDENTER  DUNEE WIYMAK 213346 2221
MarC] ImEghmesces.com
WWW.TETCEr.com

Ms. Maryanne Keehn

Chief of Employes Benefits

County of Los Angeles

3333 Wilshire Boulevard, Suite 1008
Los Angeles, CA 900104101

August 13, 2010
Sublect: Summary of 2011 Renewal Resulis and Recommendations - Represented Plans
Dear Maryanne:

The following better summarizes the 2011 renewal proposals for medical, dental, life amd
ADSD plans offered to the represented employees of the County of Los Angeles {County},
including our analysis, cbservations and recommendations. The renewal request and
negotiation process is oullined in the attached Addendum.

Medical Plans

Overview

For all represented medical plans, the final projected premium increase for 2011 is 7.0% or
about $43.2 million over expected premiums for 2010. The initial proposed renewal incnease
for the represented medical plans was 8.2%. Negotiated reductions to the medical renewals
{exclusive of benefit design changes) equate to $7.5 million.

After evaluation of the renewal proposals, Mercer recommends that the County accept the
final 2011 renewal increases offered by CIGNA, Kaiser and PacifiCare as outlined in the
table below. The health plan renewals also include the cost of changes to comply with healih
care reform legistation, including increasing the dependent age to 26, removing lifetime
dollar timits {if any), and removal of annual dallar limits on ‘essential health benefits”. It is our
opinien that because the County s not making any carrier ar benefit changes, all plans
should retain ‘grandfathered’ status with respect to health care reform legistation. We
recommend the County seek ihe advice of their own legal counsel in this regard, as Mercer
is net a law firm and cannot provide legal advice. Also included are benefit changes to
comply with mental heatth parity legislation, if nesded.

We brelieve the renesvals are jusfified for all plans. A summary of key igssues, proposal termse
and negotiation results are outiined by carrier in the follewing pages.

Sanvizea priovized by Maicar (U 14,
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CIGHA Kaiser Cholces Kailsar Qptions PacifiGare
Final 2011 +18.9% +5.09% +4.5% +8.1%
Renewal Action
Health Care 0.5% 0.3% 0.3% Mo explicit rate
Reform impact adjustment
{included in

Firal Renewal}

CIGNA

CIGMA inifially proposed a 23.8% increase to the cambined HWO and POS rates for 2011;
about a $13.3 mitlion increase from 2010 premiums. These rates did not include & 2008
performance guarantee penalty credit of $120,152 that was due to the County.

Qur renewal discussions with CIGNA targeted the following issues:

= Fluctuations in the ciaim experience

= Actions taken by Cigna fo confrol high claims through case management and disease
management

= A 40% increase in administrative costs

= The cost impact of Federal health reform legisiation

The County’s financial amangement with CIGNA provides for a year-end recanciliation of
premiums, ckaims and expenses associated with the plan. Surpiuses are deposited to the
PSR and any shortfall is withdrawn from the PSR, to the extent funds are available. The
P3R had grown to a significant level in 2007 and 2008 and a significant premium subsidy
was applied to the 2009 renewal. No subsidy was applied for to the 2010 rates. As claim
experience deteriorated, the annual accounting resulted in a deficit, and the stabilization
resenve was exhausted. Therefore, there again is no premium offset from the PSR for 2011.
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The chart befow summarizes the four year history of the PSR {update based on new rates)

2007 2608 2009 2016
Premium 343,799,395 $44,080, 806 §45.082,003 §54,304,588
Year-end Premium $£8.821,582 $8,019,980 {51,175,618) (31.943,858)
Sabilization Reserve {PSR)
PSR % of Premium 19.7% 18.2% ~-2.6% -3.6%

1 CIGNA projection; actual year-end balznce will vary based on palicy yesr results.

We noted in the review procezs that there were several large individual claims. 'We asked
CIGMA fo provide guotes for stop-less coverage at various attachment points to determine if
such: proteciton shieuld be included in the 2011 renewsl rates. In all cages the ingurance
premium was significantly greater than the current claim amounts in excess of the
attachment points. Therefore, stop-loss coverage is not recommended for 2011,

Attachment Point $330,000 $500.000
2011 SA Premium $2,408.895 81,457,719
200810 Excess Claims $225647 352757

Negotiations with CIGMA resulted in a final 18.9% increase; sbout $10.6 million owver current
costs, for & savings of $2.7 miltion from their original proposal. CIGNA's renewal includes the
cost of benefit changes to comply with health care reform that must be made for 2011,
inciuding coverage of preventive care at 100%; however, the County elected not to change
the preventive care benefit for 2011.

On a stand-alone hasis, the HMO increase would have heen 17.4% and the PGS ptan would
have been 39.7%. Becauze the CIGMA rates are blended, the HMO participants will be
subsidizing the POS parficipants for 2011, as haz been the case in prior years.

It is our conclusion that CIGHA's final renewal position is justified based on the County’s
experience.
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Kaiser

Kaisar's renewal proposal was a 5.0% increase for the Choices pkan and a8 4.5%
increaze for the Options program. Kaizer's Southem California commercial rate
increase is projected io be legs than 8%. These rates include the cost of benefit
changes to comply with health care reform. There were in perfarmance
guarantee penalties of 553,566 for Choices and 511,426 for Optiong due from
2008 applied io the 2011 rates. Performance guaraniee results for 2003 are not
yet final and will be applied to the 2012 renewal.

Discussions with Kaiser on the renewal proposal targeted the following areas:
= Fee schedule changes and utilization frends

= Wellness Load credils

= The cost impact of Federal health reform legislation

We helieve the Ksiser renewal is justified xagsed on the informiation provided.

United Health Care/PacifiCare
PacifiCare’s initizl renewal preposal was a 10.6% overall increase; 11.4% increase for the

HMWO ptan and 2 20.0% decrease for the PPO plan — an increase of $20.4 million over
current premiums. The renewals are based on the following:

= 16% medical rend and 12.5% Bx trend

= Benefit changes fo comply with healthcare reform

2 0.2% load for non-standard efigibifity process

= $155.697 in performance guarantee penalty credits for 2009

= PacifiCare's intent fo offer their lower-cost Select Plus plan for 2011; however, the plan
was not approved by the California Dept. of Insurance, but PacifiCare honored the lower
rates for the County.

Discussions with PacifiCare targeted the following key areas:

= High medical trend

= Nigration of members bebween full nd partial risk capitated providers
= Increases in capitation costs

= Retention costs and surplus revenue

= [Excessive pooling charges

= Weliness programs and custom markefing maberials
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= The cost impact of Federal health reform legislation

PacifiCare updated experience, applied a reduced fee for service trend and retention,
removed the 0.2% load for non-standard eligibility processes, and reduced costs on the
custom marketing matenals. Megotiaticns resulted in finzl renewsals of 8.9% on the HMO and
no change to the 2% decrease for the PPO, for a savings of $4.8 million cver the initial
renewal position.

We believe that PacifiCare has justified their renewal position and that the County should
accept their offer.

Dental Plans
The following summarizes the Delta Dental PPO, DeltaCare and Safeguard renewals.

Deha Dentaf PPO

The dental PPC plan is & participating contract, whereby the County shares in surpluzes or
deficits on the plan. For the past several years, the County has enjoyed surpluses, which
have been used to offset renewal rate increases. However, far the 2011 renewal, Delta is
projecting there will be an increased plan deficit ag of year-end 2010. No funds will be
available in the premium stabilization reserve (PSR) to offzet the rate increases.

For the Choices program, Delta initially proposed a 6.1% increase to the coniract rates and
a 9.6% increase to the bitled rales, with a one year rate guarantes.

Aggressive negotiations with Delta and recagnition of the County’s long term parinership
regulted in a final rate inereage of 2.9% to the contract rates and a 6.2% increase to the
bilied rates. Thiz represents a&n increase of $1.2 million on the billed rates and iz a reduction
of 3656,000 from their inilial proposal.

Forthe Opticns program, Delta initially proposed a 12 9% increase fo the contract rates and
a 17.3% increase 10 the billed rates, with a one year rate guarantee. Rates are baged on the
curnent plan design and do net include any performance guarantee penaliies or PSR funds.

HNegotiations also ensusd with Delta and addressed the increased Oplions increased claim
ufilizafion. Delta also agreed to reduse their renewal position, in recognifion of the County's
fong term partnership. The final negotiated rates are a 9.6% increase o the contract rates
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and a 13.3% increase to the bLilled rates. This represents an increase of $5.5 million over
. current bifled rates and a reduciion of $1.4 million from their initial proposal.

DeftaCare USA — DHMO

Delta inifially proposed a 5.8% increase for the Choices and Cplions programs. Megaotiations
brought this down to a 3.2% increase for the Choices program and a 3.2% increase for the
Options pragram.

On a combined basis for Choices and Options, the renewal represents an annual premium
increaze of $103,000, after negotiated gavings of $117.000.

Safeguard Prepaid Dental

The Safeguard renewal came in at an 11.8% increase on the confract rates and & 12.0%
increase on ihe billed rates for both fhe Choices and Options programs. This represents a
$342.000 increase over current premium. Rates are guaranteed through 12/31/12. There
was a §5,152 performance guarantee penalty credit applied across rates for all County
populations, including the non-represented group.

Life and AD&D

CIGNA Life

CIGNA's renewsl initially came in at a rate pass, or no increase for 201 1. Due to favorable
claims experience, however, we pursued & rate reduction on the Basic Life and AD&D rates
for 2011. Negotiations with CIGNA resulted in a 15% decrease in Basic Life and AD&D
ratez. Rates are guaranteed through 2013. The optional life rates will remain the same and
are also guaranteed for three years.

Addifionally, the basic life plan is a participating confract, meaning the County shares in
surpluses on the plan. At the end of the 2009 plan year, there was approximately $558,000
available for refund fo the County {Represented and Non-represented populations
combined). CIGNA requires that 25% of the annual premium remsin in the PSR; however,
we negotiated the requirement to 15% going forward. CIGMA's final basic life rates include:
an additionat 18% rate reduction, from the lowered 2311 rates, fo credit the $558,000 back
fo the County over the threa-year term far the represented and non-represented populations.
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If you have any questions or need addifional information regarding any of the renewals,
pleasze let me know.

Sincerely,

Yo e

Marci Bums
Pariner

Copy:

Marian Hali — County of Los Angeles
Bilt Dukas — County of Los Angeles
Jint Adams — County of Log Angeles
Mary Gilmore — County of Los Angeles
Hoa Phan, County of Loz Angeles

Jeff Whiiman - Mercer, Los Angeles.
Ann Gillespie - Mercer, Los Angeles
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Addendum
Process

The renewsl request, analysis and negotiation are muiti-step processes, conducted pver a
penod of several months. Request for Renewals (RFRs) are drafted and reviewed by all
stakeholders. The RFR includes:

= Stated assumptions and requirements, including a submission letter to be signed by a
company officer with the authority fo bind their propesal

= Questionnaire targeting key County objectives and issues, including rate development,
utilization, legislative issues such as mental heslth parity and health care refomm.

= Pan pefomance exhibits comparing the County's past plan results to the camiers' book
of business results

= Rate guotation, rate development and projected cost exhibits
= Benefit design and contract changes
=  Pedommance guarantzes

All stakeholders submit requested changes to the draft. These are reviewed and
incorporated inta the final RFR, which is then released o the camiers.

Carrier proposals are submitted to all stakeholders at the zame time. Following a review and
analysis period, Mercer drafts negotiation letbers for each plan. The drafis are reviewed by
the County and the Union consultants, and their respective comments are incorporated
before release to the carfers. Bi-weekly status conference calls are conducted between
Mercer and the County ia discuss the renewal results, negotiation process and any open
isslues.

Responses to the negotiation letters are due from the carrers prier to the renewal meetings.
Again, the responses are delivered to all siakehalders concurrently. Final issues are
reviewed and prepared for the renewal meetings.
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Renewal mestings are conducted with each medical plan camier. Due to the significant
increase on the dentat PPO plans for 2811, meetings were also held with Delta Dental (via
phane). Attendees include representatives fram DHR, CEO, Union consultants, BAC and
EBAC committees and Mercer, as well as the carrer representatives. The carrier
representatives generally include account/sales management, financial, operations, and
medicalfprovider relations personnel. issues discussed during the meetings include: rate
development/proposal rates and performance guarantees. Outstanding issues and requests
for reduced rates — where areas of opporunity exist — are identified for each carrier.
Following the meating, carriers must respond to all identified issues in writing fo all
stakeholdars.

The review and negotiation process continues until all open issues are nesolved or the
carnier has presented their final offer. The negotiation does not ahways result in agreement
on particular topice; howewver, it may result in overall business concessions from the carriers.
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Ms. Maryanne Keshn

Chief of Employee Benefits

County of Los Angeles

3333 Wilshire Boulevard, Suite 1008
Los Angeles, CA 900104101

August 13, 2010

Subject: Surmmary of 2011 Renewal Resulls and Recommendations {(Non-represented
Plang)

Dear Maryanne:

This letter summarizes the results of our analysis and negetiation of the 2011 renewal
proposals for medical, dental, life and ADSD plans offered to the non-represented
employees of the Caunty of Les Angeles (County). In additicn, it presents Mercer's
recommendations for each plan. Tha renewsl request and negotiation process is oulfined in
the attached Addendum.

Medical Plans

Cverview

For the non-represented medical plans, the total projected premium increase for 2011 is
6.6% or about 37.3 million. This compares to an inifial increase of 7.2%; initially the Anthem
renewals did not include the cost associated with changes due {o Federal health care reform
tegislatian, which wilf be explained further below.

2011 health plan renswalz include the cost of changes to comply with health care refarm
tegislation, including increasing the dependent age to 26, removing lifetime dolkar limits (if
any), and removal of annual dollar limits on ‘essential health benefits’. Kaiser included a
0.3% load for these changes, white Anthem included 1.8%-2.1%, depending on the plan. Kis
our opinion: that because the County is not making any carrier or benefit changes, all plans
should ratain ‘grandfathered” status with respect to health care reform legislation. We
recommend the Counly zeek the advice of their own legal counszel in this regard, as Mercer
is not & law firm and cannot provide legal advice. Algo included are benefit changes to
comply with mental health parity legislation, if needed.

Lardzia ploied Ty Mazsc{ins) ez
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After our analysis of the renewal prapesals, Mercer recommends that the County accept the
final 201 1 renewals offered by Anthem and Kaizer. A summary of key issues, negotiation
results and the proposal terms ane outlined below by carrier.

Anthem Blue Cross

The Anthem Blue Cross program is self-funded and expected and maximum [ability costs
are projected based on prior claims experience and the fixed cosis associated administration
of the plan. The Anthem expecfed costs are the basis for the renewals outlined in this letter.
Anthem's inifial renewsal propozal was an 8.3% increase across all plans or gbout $5.5
miltion over 2010 costs. All plans are funded through a minimum premium armangement with
specific stop loss of 300,000 per individual. The aggregate stop less is currently et at
120% of projected claims for the POS, PPO and Catasirophic plans; the aggregate limit is
115% for the HMO plan.

Renewal discussions with Anthem targeted the following key areas:

= High pharmacy frends

= Fixed dollar increases such as capitation, pooling and retention

= HMO administrative expenses in corjunction with a membership that is shifting toward
more capitated arrangements

= Trying to find & stable, consistent rating approach for the volafile catastnophic plan
experience results

= Adjustments to comply with health care reform provisions {1.8% for HMO and POS and
2.1% for PPO and catastrophic plans)

As aresult of negotiations, Anthem updated their claim projections, lowered their phamiacy
frend, capitation charges, retention and pooling, reducing the overgll renewal by about
$885,000. The final renewal atso includes the cost to comply with health care reform noted
above — an additional $945,000 - which results in an overall increase of 7.4%, or 34.9 million
aver 20110 costs.

Vigion benefits for the HMO, POS, and PPO plans are offered on a non-pariicipating insured
basis through an arrangement between Anthem and VSP. There k alzsa a portion of the
vigion banefit — coverage for [aser eve surgery — which is seif-insured by the County. The
insured portion of the VSP cost received a 17.7% renewal increase for a two year periad.
Due to lower than expected utilization of the laser exye surgery benefit, the accrual rates for
the self-funded kzser surgery plan will e reduced by 20% for 2011. The cost of the vision
program is included in the Anthem renewals described above.
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Anthem provided their 2009 performance guarantee report and applied the penalty of
$80,151 to the County's May 2010 invoice, so there is no direct impact to the renewal.

We believe Anthem'’s most recent renewal proposal iz justified and recommend that the
County accept it :

Kaiser

#aisers renewal proposal is a 5.5% increase for the FlexMegaFlex program. These rates
inciuded the cost of benefit changes to comply with healthcare reforns. There was 521,197 in
performance guarantee penalties due from 2008 for the non-represented population.
Performance guarantee results for 2009 are not yet finel and will be applied to the 2012
renewak.

Discussions with Kaiser on the renewal proposal targeied the following areas:
= Fee schedule increases and dtilization trends

= ‘Wellness lcad credits

= HealthCare Reform — (.3% joad

There was previously ane employee covered by the Kaiser Mid-Atlantic plan, which is
community rated and hag a standardized plan design; however, there is no cne cumently
enrolled in that plan. Rates for this plan will not be available until mid-August 2010.

Dental Plans .
The following summarizes the Belta Dental PPO, DeltaCare and Safeguard renewals.

DeltaDenzal PPG

Delta inifiadly proposed an 8.8% increase to the contract rates and a 12.2% increase to the
billed rates, with a one year rate guarantee. Rates are based on the current plan design and
da not include any performance guarantee penalties. The dental PPO plan is a participating
confract, wherely the County shares in surpluses or deficits on the plan. For the past
geveral years, the County has enhjoyed surpluses, which have been used to offset renewal
rate increases; however, for the 2011 renewal, Delfa is projecting there will be a deficit on
the plan as of year-end 2010, so there are no funds available in the premium stabilization
reserve (PSR] to offset the rate increases.
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Aggressive negofiations with Delta and recagnition of the County’s long term parinership
resulted in a final rate increase of 5.2% to the contract rates and 8.5% to the billed rates.
This is a reduction of $330,000 from their initial proposal.

DeftaCare USA - DHMG
Defta inifially proposed a 6.8% increase, however, negofiations brought this down o a 3.2%
increase, or a reduction of 311,000.

Safeguard Prepaid Dental

The Safequard renewal came in at an 11.5% increase on the coniract rates and & 12.0%
increase on the billed rafes. This represents almost a 523,000 increase over current
premiurm. Rates are guaranteed threugh 12/31/12. There was & 35,152 performance
guarantee penalty credit applied across rates for all County populations, including the
Represented group. :

Life and AD&D

CIGNA Life

CIGNA™s renewal initially came in at & rate pass, or no increase for 2011, Due to favorable
claimis experience, however, we pursued & rate reduction on the Basic Life and AD&D rates
for 2011. Negotiations with CIGNA resulted in a 15% decrease in Basic Life and ADBD rates
and rates are guaranteed through 2013,

Additionally, the basic life plan is a participating contract, meaning the County shares in
surpluses on the plan. At the end of the 2009 plan year, there was approximately $558,000
available for refund fo the County. CIGNA requires that 25% of the annual premium remain
int the PSR; however, we negotiated the requirement dewwn to 15% going forward. CIGNA's
final bagic life rates include an additional 18% rate reduction, to the reduced 2011 rates, to
credit the $558,000 back to the County over the three-year term for the represented and
non-represented populations.
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Metlife

Metlife’s supplemental G'VUL insurance rates will be reduced by 2% and rabes far
Dependent Life and SIB will remain the same as 2010. Rates are guaranteed through
December 31, 2011. This program is not directly handled by Mercer, but we have been
apprised of the renewal results.

If you have any questions about the above information, pleass give me a call to discuss.

Sincerely,

- e
J%ML.:@%:-'_'
by

Marci Burns
Partner

Copy:

Marian Hall — County of Los Angeles
Bilt Dukes — County of Los Angeles
Jim Adams — County of Los Angeles
Mary Gilmore — County of Los Angeles
Hoa Phan, County of Los Angelez

Jeff Whitman - Mercar, Los Angeles
Ann Gillespie - Mercer, Los Angeles
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Addendum
Process

The renewal request, analysis and negotiation are multi-step processes, conducted over a
pernicd of several miontha. A planning meeting with the County begins the process, in which
objectives for the following plan year are established. Stakeholders for the Non-represented
ptan inciude the County and Mercer.

Based on the plahning meeting discussions, & Request for Renewal (RFR) is drafted and
revigwed by all stakeholders. The RFR includes:

= Stated szsumptions and requirements, including a submission letter to be signed by a
company officer with the authority {o bind their proposal

= Questionnaire targeting key County objectives and issues, including rate development,
utilization, legislative issues such as mental health parity and health care reform.

= Plan performance exhibits comparing the County's past plan resuits to the camiers' book
of business results

= Rate guotation, rate development and projected cost exhibits
= Benefit design and confract changes
»  Performance guarantees

All stakeholders submit requested changes to the draft. These are reviewed and
incorporated into the finat RFR, which is then released to the camiers.

Carrier proposals are submitted to alt stakeholders at the same time. Following a review and
analysis periad, Mercer drafis negotiation letters for each plan. The drafts are reviewed by
the County, and their comments are incorporated before release to the carmers. Bi-weskiy
status conference calls are conducted between Mercer and the County to discuss the
renewal results, negotiation process and any open issues. :
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Responaes to the negotiation lefters are due fram the carriers prior to the renewal meefings.
Again, the responses are delivered to all stakeholders concurrently. Final issues are
reviswed and prepared for the renewal meetings.

Renewsl meetings are conducted with each medical plan carrier. Due to the significant
increase on the dentat PPO plans for 2011, meetings were also held with Delta Dental {via
phone). Aftendses include representatives from DHR, CEQ, and Mercer, as well as the
carrier repregentatives. The camier representatives generally include account/zsles
management, financial, operations, and medicaliprovider relaticns peraonnel. Issues
discussed during the meetings include: rate developmentproposal rates and performance
guarantees. Ouistanding issues and nequests for reduced rates — where areas of opportunity
exist — are identified for each camrier. Following the meeting, carriers must rezpond to all
ientified issues in writing to all stakeholders.

The review and negotistion process continues until all open issues are resolved or the
carrier has presented their final offer. The negotialion does not ahways result in agreement
on particular topics; howewer, it may result in cverall business concessions from the carriers.
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